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PREFACE

Ta1s book has been put together from talks given to the writer’s
salesmen. The aim has been to discuss clearly and simply the
leading classes of investment bonds.

In trying to carry out this aim, the writer has confined himself
mostly to a discussion of the factors entering into the intrinsic
value of such securities. The material available is vast, compli-
cated, and always changing. At the same time the broad prin-
ciples which govern the safety of investment bonds are simple and,
like the laws of nature, forever the same.

From the point of view of the intrinsic value of American se-
curities, the Great War in Europe has brought into high relief the
resources and development of the United States. With the open-
ing of the Panama Canal, the creation of an adequate merchant
marine, and the establishment of a new banking system, this
country should be placed in a position with relation to the business
and finance of the world which it never has held before. Further-
more, the United States may become the market for a consider-
able amount of foreign government securities. It is to-day, of
course, the principal market for the bonds of its own States, mu-
nicipalities, and corporations.

It is hoped that this book may suggest some points of view of
interest even to seasoned investors.

The writer wishes to thank Mr. Francis G. Goodale, who has
done a large part of the legal work—especially in Chapters III,
IV, V, and VI. The writer wishes also to thank friends who have
read the manuscript.

W.L R

October 23, 1915.
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INTRODUCTION

INVESTMENT in bonds is a comparatively modern development.
It has arisen out of the needs of governments and corporations to
finance themselves on a scale larger than that pos- , .~ .
sible from annual taxes or annual earnings. Its devel- bondsisa
opment has been connected with the development modem tively
of banking. development

The banking business, in some form or other, has been carried
on practically continuously from a period six hundred years be-
fore the Christian era in Babylon ! down through The basking
the periods of Athenian * and Roman ® domination pesrsebas
of the civilized world, and again through the periods from ancieat
of the rise and development of the Venetian and times
Florentine States, and the growth and cominercial expansion of
such countries as modern England, France, Germany, and the
United States.

As early as the twelfth century, the Republic of Venice obtained
forced loans from its people. The State paid interest on these
loans, but deferred payment of the principal to a guy govern-
time “when the situation of affairs should permit ment loans
it.” ¢ Later Venice obtained from its citizens loans secured by the
revenue from salt and by the income of the treasury for a certain
number of years.® Florence borrowed of its bankers and pledged
as security certain taxes and other revenues.®

Government borrowing, by the issue of bonds or other evi-
dences of debt, assumed a more or less regular form Government
in France in the time of Francis I7 (1515-47), in France, Eng-
England with the Revolution of 1688 and the Wars w324 the,

! The Bankers’ Magasine, London, August, 1877, pp. 720~21.

: Ihgzdeod,!g;he Theory and Practice of Banking (London, 1892), vol. 1, p. 171.

‘ Dan.;,‘;?istos:re de la République de Venise (Paris, 1853), tome I, pp. 146-47.

8 Ibid., p. 147.

¢ Perrens, Histoire de Florence (Paris, 1877), tome m1, pp. 261-62.

T Vthrer, Histoire de la Detie Publique en France (Paris, 1886), tome I, p. 2.
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law must be judged on its own merits taken in connection with
the previously existing body of law.
Will iscase ale- In the following pages, we will take up in a general

ty of various  way the features bearing on the safety of these vari-
Kinds ol oo 5us kinds of bonds.



CHAPTER 11
UNITED STATES AND FOREIGN GOVERNMENT BONDS

GOVERNMENT bonds either are simply promises to pay or ac-
knowledgments of indebtedness, or else are promises General de-

to pay and have some special security. In Europe, Tiption of
government bonds often are referred to as “stocks.”

The government bonds of most of the so-called great powers,
notably the United States, Great Britain, France, and Germany,
are simply promises to pay or acknowledgments of , . ...
indebtedness. In many cases these obligations have United ¢ Snt:.t‘e::
no maturity, — as British consols, French 3%, rentes, France, and
and German Imperial 39, bonds, — although often
reducible by purchase, as are all old German Imperial bonds, by
drawings, as are French 3%, redeemable rentes,! or by redemption
at the option of the Government, as are British consols and Ger-
man Imperial bonds.? Government bonds of the class described
above are payable, as a rule, out of the ordinary revenues and
resources of the Government, whether such revenues are derived
from customs duties, excise taxes, income taxes, or from any other
available resources.

In the cases of certain nations that do not have high credit,
there are often special provisions to secure the payment of interest
and principal of their government bonds: for instance, in the case
of the Japanese Government 439, sterling loan, put Government
out at the time of the war with Russia, the bonds are Ponds some-
secured by a charge on the annual net revenues of special security
the Imperial Japanese Government Tobacco Monopoly;? in the
case of the Argentine Republic Port of Buenos Aires 5%, deben-
tures, the bonds, besides being a direct obligation of the Ar-
gentine Government, are secured by a charge on the harbor
works and their revenues and on other property; ¢ in the case of

1 The Stock Exchange Official Inklhgem for 1914 (London), p tog
.3 Ibid., pp. 3 and 109. 3 Ibid., p. 113. bid., p. 96. ,
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PRICES OF GOVERNMENT BONDS, JANUARY, 1913

Yield
Issue Prics chot
cent)
e s This issue is not available to secure circula-
dmlso, tion of national banks. Exempt from all
» .
p 175 S 102} and interest | 2.02 taxes national, state, and local.
British 2%, Redeemable at option of Parliament on and
t..| 75v%s flat 333 | after April 5,1923, at par. Interest Jan-
uary 5, April 5, July s, and October 5.
French 3% per- Interest January 1, April 1, July 1, and
petual rentes 3.. | 88} flat 3390| October 1.
Italian 3} % rentes| 96 flat 365 (Interest January 1 and July 1, exempt from
all Italian taxes present and future.
German Imperial Redeemable at option of German Empire,
3%% ceeennnn. 77% flat 391 | after notice to be fixed by law, at par.
Interest April 1 and October 1.
Austrian gold 4% Interest April 1 and October 1.
1876%......... or# flat 443
Hungarian 4% Redeemable at option of the Government at
gold rentes * 87 flat 461 | any time. Interest January r and July 1.
Principal and interest exempt from all
Hungarian taxes.
Russian 4%, Redeemable by drawings at par January 1
SeriesII?..... 9o} flat 445 | and July 1 for repayment April 1 and Oc-
tober 1 within 81 years from 18go. In-
terest January 1, April 1, July 1, and Oc-
tober 1. Exempt from all Russian taxes.
Russian 5%, 1906° | 104 flat 484 |Redeemable by annual drawings at par on
and after February 1, 1917, for repayment
on May 1 following. Must be repaid in
full by May 1, 1956. Until May 1, 1016,
loan cannot be converted or called for re-
payment. Interest May 1 and November
1. Exempt from all Russian taxes.
Japanese 4% Redeemable at option of the Government,
sterling, 1910,% on six months notice, on or after June 1,
due June 1, 1020, at par. Interest June 1 and Decem-
b o7 1 YO, 82 flat 495 | ber 1. Interest exempt from Japanese
Income Tax.
Japanese 43% Redeemable at option of the Government
ing, 1905 *? at any time, on six months notice, at par.
(ad Series), due Interest January 10 and July 10. Inter-
July 10, 1925... | o4 flat §36 | est exempt from Japanese Income Tax.

1 See United States Treasury Department,
8 The Stock Exchange Oficial Iniclligence for 1914 (London), p. 3.
1 Ibid., p. 118,

s Ibid., p. 7.

¢ Ibid., p. 118,

, Circular 53, July 1, 1012 (Washington, 1913), p. 17.

8 Ibid., p. 109
® Ibid., p. 118.

¢ Ibid., p. 132.
8 Ibid., p. 119












UNITED STATES AND FOREIGN GOVERNMENT BONDS II

one of the striking differences between French and English
history.! The struggle in France ended, however, in the almost
complete victory of the central authority under Louis XIV. In
that reign, what Buckle ? has called “the protective spirit” ex-
tended to every phase of government and even to every phase of
intellectual activity. Individuality and the spirit of independence
were dead. The seeming unity, strength, and prosperity of France
under Louis XIV were seeming only. There followed, after a con-
siderable delay, to be sure, the fierce but purifying flames of the
French Revolution.? Then from democracy, rampant, unrea-
soning, atheistical,* there had to be evolved again, slowly and
painfully, order and liberty under law. Centralization remained
to a great degree, — perhaps greater than ever, — but it was a
centralization deriving its authority from the people instead of
from a hereditary king.® Now we have a chance to read the latest
chapter — the effort of republican France to regain something
of the power and prestige among the nations of the world that it
had before 1870 and to evolve a workable and stable system of
parliamentary government.

From the death of Charlemagne (814 A.p.) to the crowning of
William I of Prussia as German Emperor (1871), what is now
Germany has been most of the time broken up into . =
a large number of small kingdoms or states. The German
Holy Roman Empire — which endured not only as
a name, but as an ideal for over a thousand years — under Charle-
magne and under Otto I (93673 A.D.) and his successors of the
Hohenstaufen line was a great reality — a powerful united Em-
pire.* Modern Germany — or Germany under the leadership of
Prussia — really derives from the old North mark, or the mark or

1 Lowell, p. s1.

3 Henry Thomas Buckle, History of Civilisation sn England (New York, 1858),
vol. 1, chap. x1.

3 Ibid., chap. x1.

4 The reason why the French Revolution attacked religion — why it set up the
““Goddess of Reason” — was that the prerevolutionary writers like Voltaire and
Rousseau attacked the abuses of the clergy even before they attacked the abuses of
the Government. Church and State were, moreover, closely intertwined. The clergy,
as in England before the Great Rebellion, stood on the side of the conservative —
the reactionary element. (Buckle, vol. 1, chaps. x1 and x11.)

¢ Lowell, p. 35.

¢ James Bryce, The Holy Roman Empire (New York, 1904), pp. 215-16, and 384.
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in the hands of the Mongols. In the fourteenth century, Moscow
became the national center of Russia.! Toward the close of the
sixteenth century, Russians began to emigrate into Siberia and
within eighty years had reached the Amur and the Pacific.? Peter
the Great, in his effort to Europeanize or modernize Russia,
founded the city of St. Petersburg (1703).® The reign of Catherine
IT added much to the power and prestige of Russia. During her
reign there took place the three divisions of Poland (1772, 1793,
and 1795) which have been the cause of so much discord in Europe
since.* Vast in territory, with a population of over one hundred
and seventy millions, Russia lacks and always has lacked one
thing — an ice-free port. For one hundred years she has set her
eyes on Constantinople, and is fighting for it in the present war.
Only one other of the great powers remains to be discussed —
Japan. We have spoken of the origin of the Japanese. At the be-
Outline of ginning of historic times, according to the Japanese
apancse 660 B.C., the form of government in Japan was that
i of an empire under a Mikado.® In the seventh
century A.D., changes took place which resulted in the military
obtaining predominance over the civil power, and the actual gov-
ernment passed from the Mikado into the hands of a usurping
military chieftain — later called the Shogun. The final outcome
of this system of dual government was a feudal system correspond-
ing in large measure to that of medizval Europe.® After 1680,
the Shogun became a shadow and the great mass of feudal chiefs
likewise. The government really fell into the hands of the vassals.
This state of affairs, with its oppression, weakness, and anarchy,
lasted until 1868. The revolution which involved the fall of the
Shogunate and ultimately of feudalism, though essentially im-
perialistic in its prime purposes, may be called democratic with
regard to the personnel of those who planned and directed it.
There took place under the guidance of the nobles and the Samu-
rai a restoration of the administrative power to the Emperor.”
Japan in 1854 had been reopened to the Western world by the

1 Ploetz, p. 277.
s Eucydopwdw Britannica (11th ed.), vol. xxv, pp. 17-18.
3 Ploetz, p 395- $ Ibid., pp. 411, 413~14.

8 Ibid., pp. 212-13.
1 Enoydon Britannica (11th ed.), vol. xv, pp. 264-6s.
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American naval officer Commodore Perry.l She became one of
the great powers by defeating Russia in the war of 1904-—05.
Later she established her rule over Korea and her dominance
over China.

Such described in a very brief way is the origin and develop-
ment of the great modern nations — the nations whose credit is
under special consideration in this chapter. In view Bearing of
of the fact that national obligations depend princi- Gitorical
pally for their payment on national good faith, we oo credit
consider these historical facts of interest and of importance in
attempting to estimate national credit.

The credit of any nation at any given time may be said to be
determined by three leading considerations: —

(1) Its debt statement or the size of its debt compared with its

resources and with its population.

(2) Its debt history or its record of good or bad I leading

faith. b
(3) Its general standing with the other nations credit
of the civilized world.

Under the last heading come such considerations as the mili-
tary position of a nation, the form and stability of its govern-
ment, the character of its population and of its institutions, its
trade position and its general economic and financial status.

In order to understand the abnormal conditions affecting
credit created by the great war, it is first necessary .
to know the normal conditions or the conditions be- ditions os.
fore the war.

Let us consider first what may be called the obvious or natural
reason for the credit of a nation or for the prices of its government
bonds; that is, the size of the debt compared with Pomhmn
the estimated resources and with the population. yealth, anc
The accompanying table (Table I) gives recent leading civilized
estimates of population and wealth and recent figures "%
of the debts of the United States, Great Britain and Ireland, Ger-
many, France, Russia, Austria-Hungary, Italy, and Japan.

It is very difficult to give figures of estimated resources suffi-
ciently accurate to be of great value in figuring percentage of debt

1 Ploetz, p. 563.

.
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1890 1900 1912

United States..........co000enene 62,481,000 76,303,387 95,411,000
Great Britain and Ireland. . ........ 38,200,000 40,900,025 45,663,000
France.......ccoieeevennenannnns 38,800,000 38,517,975 39,660,000

ADY. . .otuietnicnnitiiaiies ,600,000 56,345,000 66,146,000
Austria-Hungary................. 40,100,000 45,089,531 50,237,000
Russia....coooveeneennscenerannns 92,000,000 129,211,113 167,920,000
Ttaly....oooviiiieennnnninnennnn. 30,300,000 32,449,754 35,026,000
Japan........ciiieiiiiiiiinnen. 43,759,577 52,312,000

This table is remarkable chiefly as showing the great growth in
population of Russia, the United States, and Germany and the
practically stationary condition of population in France. The pop-
ulation of all Europe in 1778 has been estimated at 150,000,000,!
in 1882 at 327,800,000,2 and in 1912 at 450,000,000.2 The popula-
tion of the world in 1804 has been estimated at 640,000,000,* in
1883 at 1,433,000,000,° and about 1912 at 1,732,000,000.%

The growth in wealth has been even more remarkable. The
following figures ? for the wealth of England and Wales or of the
United Kingdom at different dates may be of interest: 8

Date Country Estimated wealth Authority
1660. . .. England and Wales $1,200,000,000 Petty
1703 ... England and Wales 2,352,000,000 Davenant
1763 . .. Great Britain 5,280,000,000 Mulhall
1812.. United Kingdom 10,512,000,000 Colquhoun
1816.... United Kingdom 11,§20,000,000 M
1833.. . United Kingdom 18,000,000,000 Pablo Pebrer
1860. . . United Kingdom 26,688,000,000 Mulhall
1865. . . United Kingdom 20,34 2,400,000 Giffen
1870.... United Kingdom 33,984,000,000 Mulhall
1885.... United Kingdom 48,177,600,000 Giffen
1808.... United Kingdom 56,688,800,000 Mulhall
1913. ... United Kingdom 86,400,000,000 Economist

1 Estimated by Moheau (Mulhall [1899], p. 441).

2 Estimate of Behm-Wagner (Mulhall [1899}, p. 441).
3 World Almanac (1915), p. 62.

¢ Estimate of Malte-Brun (Mulhall [1899), p. 441).
§ Estimate of Behm-Wagner (Mulhall [1899), p. 411).

¢ World Almanac (1915), p. 62.

7 Reduced at the rate of $4.80 to the pound sterling.
¢ Mulhall (1899), pp. 589, 700, and (1903), p. 262. Webb, Tke New Dictionary of
Statistics (London, 1911), p. 629. Table, p. 16.
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$18,240,000,000 (Beer), compared with say $25,000,000,000 in
1912.! The following table ? shows estimates by Mulhall of the
wealth of the United States and of the leading nations of Europe in
1888 and 1898 compared with estimates from the table on p. 16
for 1912-13:—

1888* 1808% 1912-13%

United States............. $61,536,000,000 | $78,480,000,000 | $187,739,071,090
Great Britain and Ireland..| 51,840,000,000 | 56,668,800,000 86,400,000,000
France........ec00eeeeen. 42,720,000,000 | 46,512,000,000 62,400,000,000

DADY. . eeveniennrnnnen 36,000,000,000 | 38,649,600,000 76,800,000,000
Russif.....ooooneeneennnn 27,840,000,000 | 30,840,000,000 40,000,000,000
Austria-Hungary.......... 20,160,000,000 21,657,600,000 25,000,000,000
Ttaly......ovvinvennnnnn. 13,920,000,000 | 15,168,000,000 20,000,000,000

@ Michael G. Mulhall, Dickionary of Stasistics ed., Loado » Py
# Muibail (18000, b 700 omer *f U R gy Y809 B, SBo-

Certain recent estimates 2 of the wealth ® of the United States,
Great Britain and Ireland, the British Empire, Germany, and

France may be grouped as follows: —
United States............. 1903 Giffen) $86,400,000,000
1004 Census; 107,104,192,410
1912 Census 187,739,071,090
Great Britain and Ireland. .| 1903 Giffen) 72,000,000,000
1905 . G. Chiozza Money) 54,720,000,000
1913 (Eoononnst) 86,400,000,000
British Empire. ............ 1903 (Giffen) 106,800,000,000
Germany...... teseceanann 1902 Schmoller) 48,000,000,000
1908 Ballod) 60,240,000,0600
1908 Steinman Bucher) 76,800,000,000
1013 (Economist) 76,800,000,000
France..........co00vennn 1908 (Lavergne 43,200,000,000
& Henry) (Private wealth

only)

1908 fl'héry) . 54,870,000,000
1913 Economist) 62,400,000,000

1 Mulhall (1899), p. 592, and table, p. 16.
3 Reduced at the rate of $4.80 to the pound sterling.
8 Webb, New Dictionary of Statistics (1911), pp. 629~30, and Department of Com-
6 merce, Estimated Valsation of National W calth (Washington, 1915), p. 15, and table,
p. 1
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As Baxter remarks, — treating of a period subsequent to the
Napoleonic Wars, which so greatly increased the debt of Great
Britain, — the rate of increase in debts was very different before
and after 1860. Up to 1860 national borrowing was chiefly in
Europe. The revolutions of 1848, the Crimean War of 1854, and
the French-Austrian War of 1859 caused most of the increases in
debts. After 1860 there was the American Civil War, the Prussian-
Austrian War of 1866, and the Franco-Prussian War of 1870.
Immense loans were made in America and in Europe. There took
place what might be called an epidemic of borrowing. The average
annual total loans were about as follows: 1848-54, $96,000,000 a
year; 1855—60, $240,000,000 a year; 186173, $960,000,000 a year; !
1874-1912, $500,000,000 a year. It is to be remembered that a con-
siderable portion of the debts in the later periods were for produc-
tive purposes such as railroads. The public debts of the countries
under special consideration in this chapter in 1900, at the end of a
long period of peace, compared with the debts in 1912, were sub-
stantially as follows:

PUBLIC DEBTS IN 1900* AND 1912

Debt Debt
Total debs por copila Total debé per capita
1900 1912

United States.............| $1,402,638,072 $18.12 $1,026,686,026 $ 10.76
}Jnited Kingdom. ......... ;f;g.gg‘s.;,s: l;ggg 8:479?0.854 76.19
F 1,193,834, . ,343,622,400 159.95
560,062,087 10.10 l,m.lﬁﬁ.«b 17.62
1,582,003,200 g.oo :,us,zxg.zu‘ 5.40°

1,720,502,400 .46 2,404,228,800 .02

886,080,000 46.56 1,318,569,600 62.08

38,148,800,000 ;3.48 4,538,054,400 27.03

2,812,800,000 gg 2,518,432.309 73.6x

253,934,400 s. 1,251,316,800 23.92

* P tion December 1, 1910 (Stadistical Abstracs for Foreign Countries, p. 8). Debt 1912 (Statistis-
ches J [Berlin, 1913}, p. 346). P °

These figures show fairly recent changes in the debts of the vari-
ous countries under special consideration.

The debt charges have not always varied in direct proportion to
the size of the debts themselves. This is owing prin- cpangesin
cipally to a change in the rate of interest. There have debt charges

1 Journal of the Royal Slatistical Society, March, 1874, pp. 2-3.
* Encyclopadia Britannica (11th ed., 1911), vol. x1xX, p. 269.
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decrease between 1866 and 1868 was fictitious — caused by manip-
ulating the accounts.! Through continued deficits and the Cri-
mean, Italian, and other wars, Prance again heavily increased its
debt.? The total cost of the Crimean War to France was about
$316,800,000, of which about $295,200,000 was added to the debt.
Further loans were issued much under par for the Italian War and
the Mexican Expedition. The total addition to the debt between
1852 and July, 1870, was represented by an interest charge of about
$24,768,000. The total annual payment had risen to about
$69,120,000 and the capital to a little less than $2,304,000,000.

The Franco-Prussian War was as marked in French debt history
as the war with Napoleon I in the case of the English debt. In
addition to the expenses of carrying on the war, there was an in-
demnity of about $960,000,000. The total expense of the war has
been estimated at about $1,886,400,000, of which about $1,632,-
000,000 was raised through loans.? As showing the effect of the
Franco-Prussian War on the credit of France, it is interesting to
note that the 39, rentes sold in 1870 at a high price of 75.10 and
in 1871 at a low price of 50.35.4

After the war, there were fresh loans for public works and to
meet budget deficits. There had been in 1862 a conversion of the
debt which had reduced the interest, but had increased the capital
by about $307,200,000. There were also conversions in 1883 and
1894.%

The French debt in 1912 was the largest in the world and nearly
twice that of Great Britain and Ireland. The “falling-in” of the
railway property, referred to earlier in this chapter, will lessen
considerably the burden of the debt. Baxter in 1871 estimated the
French debt charge,® compared with the national income for differ-
ent periods, as follows: 1818, 3.5%:; 1837, 2.3%:; 1870 (before the
Franco-Prussian War), 2.3%; after the war, about 5%,.” These
percentages compare with our figure of 4.07% in 1912.

1 Tenth Census, vol. v, p. 270. * Baxter (1871), p. 5I.

8 Bastable (1895), p. 600. ¢ Annuaire Statistique (1912), p. 75*.

§ Bastable (1895), pp. 600-o1. There was a successful conversion in 1852 by which
a large amount of 5 per cents were converted into 439, stock with a considerable
saving in interest to the State. (Hirst, Credit of Nations, p. 93.)

¢ The French debt charge for 1870 includes railway guarantees and the bridge and
canal fund. (Baxter [1871], p. 53.)

7 Baxter (1871), pp. 55-57.
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To this total should be added the debts of the several States —
estimated by Alexander Hamilton at that time to aggregate about
$25,000,000.

There were two kinds of debt about the settlement of which there
was no dispute: (1) the foreign debt loaned in gold on the faith of
the Continental Congress; and (2) paper money issued by Congress
and by the several States. The foreign debt was paid in full; the
paper money sank to no value and passed out of circulation.?

By an act approved August 4, 1790 (Acts of 1st Congress, Session
2, chap. xxxav, 1 Stat. L., p. 138), provision was made for the
payment of the debt of the United States. Section 2 of this act
authorized a loan of not over $12,000,000, to be applied to the pay-
ment of principal and interest of the foreign debt. Section 3 author-
ized a loan to the full amount of the domestic debt, payable in certi-
ficates issued for the said debt according to their specie value and
computing the interest upon such as bore interest to December 31,
1790.2 Section 13 authorized a loan of $21,500,000 to take care of
the debt incurred up to January 1, 1790, by the respective States
for the expenses of the war. Sectlon 21 pledged the faith of the
United States to make good any deficiencies in income necessary
for interest on the debt, and section 22 provided for the creation of
a sinking fund from the proceeds of the sales of western lands.

The evidences of the domestic debt and of the debts of the sev-
eral States were taken in exchange on a basis which resulted as
follows: In the case of the domestic debt, the National Government
paid the interest immediately, on two thirds of the principal only,
at 6%,; it deferred interest on the remaining one third for ten years;
and it allowed 3%, interest on the arrears of interest — making up
nearly one third of the whole debt. In assuming the debts of the
various States, the Government paid immediately interest at 69
on four ninths of the entire sum; on two ninths it deferred interest
for ten years; and it allowed only 39, on three ninths.> The amount
of State debts actually assumed was $18,271,786.47.4

paid in cashin 1782 and part in 69, certificates of indebtedness. By 1803 most of
these certificates had been redeemed and by 1828 all. (T'enth Census, vol. v, p. 322.)

1 Tenth Census, vol. vi, p. 325.

3 This section also authorized refunding United States bills of credit or Contmental
currency on the basis of $100 of currency to $1 of specie.

$ Alexander Hamilton, Works (1851), vol. 1v, pp. 251-52. Dewey, p. 95.

¢ Tenth Census, vol. v, p. 327.
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By av act of August 12. 779 (Acts of 18t Congress. Seesion 2.
chap. ¢7. 1 5tat. L. p. 350 .. provision was made for reducing the
debt by purchase a1 marker price — not exceeding par or the troe
value thereal — from the surpius revenue denved rom the dues
«n imports and the tommage of ships or vessels 10 December 33,
1790.) This was fullowed bv acts approved Mar B 1700, 2nd
March 3. 17y5. establishing 2 iormal smking fumd 2
. On January 1. 1bo1. the debr of the United Stuirs stood =t

$50.038.050* Under Jefiersans administrution. with Gallatin
as Secretury of the Treasurv. the paicy af pubhic retrenchmens
with 2 view to the reduction of the debt and of taxation todk the
field. The result was 2 remarkahile reduction of debt between 1icx
and 1812. The net reduction was $38.000.000. but the real xmowst
paid off was larger; for the Lonisiana Purchese was responsible jor
an increase of $11.25c.00c in the indebtedness ¢

The increase in the public debt cansed by the War of 1812 was
nearly $88.000.00c." A committee of the House of Representatives
estimated years ajterwards that during this war the actual valne
in specie of the Treasury receipts for over $5c.000.000 par value
of loans was only $34.00c.000. As illustrating the credit of the
United States at this time, a 65 loan was put out in Angust,
1813, at 88}. Afterwards portions of a 65¢ loan were sold as low
as 65 measured in specic.® In January, 1816, the debt stood at
$127,334,9337

After 1822, owing to constant surpluses in the revenue, the
reduction of the debt was rapid;® and in 1836 the United States
for the first time in its history was practically out of debt. There
was a small unpaid balance, — $328,582.10, as estimated Decem-
ber 8, 1835, — which remained unpaid solely because payment had
not been demanded. Under an act of June 23, 1836, surplus reve-
nue to the amount of $28,101,044.91 was distributed to the several
States.

8 Tenth Census, vol. vis, p. 337,

$ Acts of ad Congress, Session 1, chap. 38, 1 Stat. L., p. 281.5 Acts of 3d Congress,
Session 2, chap. 45, 1 Stat. L., p. 433.

Y Financiul Review (1913), p. 9o, ¢ Hiet, p. 106; and Dewey, pp. 119, 121, 124,

8 Tenth Census, vol. vis, p. 382, ¢ Dewey, p. 134.

Y Vinanclad Keview (391), p. 9o. ¢ Hist, pp. 109-10. Dewey, pp. 170-71.

¢ Acta of agth Congress, Sewabon 3, chap. 11§, § Stat. L., p. 52.

¥ Tomth Comasa, vol, vii, p. 308,
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In 1837, a year of general suspension of specie payments by the
banks, Treasury notes were issued by the Government on a large
scale.! There was a considerable deficit — amounting in Septem-
ber, 1837, to about $2,000,000. Further issues of notes were made
from 1838 to 1843 inclusive, and longer loans were made in 1841
and 1842. These, like the Treasury notes, were put out to take care
of constantly recurring deficits and the constantly accumulating
debt.?

The net indebtedness created by the Mexican War (1846—48)
was $49,000,000. All the loans, bearing 6%, interest, were floated
at par or better.* Among these was a loan of $16,000,000 issued
under an act approved March 31, 1848,¢ to take care of deficits
occasioned by the war.®
~ On July 1, 1851, the debt stood at $68,304,796. From that year
it was reduced until in 1857 the net debt — principal of the debt
less cash in Treasury — was only $9,998,622. The panic of that
year, followed by the failures of the revenue under a system of low
tariffs, caused an increase in the debt until it reached $59,964,402
on July 1, 1860.%

The Civil War bears much the same relation to American debt
history as do the Napoleonic wars to British debt history. This
great struggle caused an enormous increase in the debt of the
United States; but owing to the great prosperity which followed
the war, this large debt was reduced until it ceased to become
much of a burden. In acts approved July 17 and August s, 1861,7
Congress authorized a loan of not over $250,000,000 — the first
important loan authorized to carry on the Civil War. There were
issued under these acts $150,000,000 Treasury notes bearing 7.3%
interest and $50,000,000 twenty-year 69, bonds.® On December 30,
1861, the banks suspended specie payment and were followed in

’

1 There had been considerable issues of Treasury notes during the War of 1812.
(See Dewey, pp. 136-37.)

3 Tenth Census, vol. vi, pp. 361-63. In 1841, the Secretary of the Treasury in-
formed Congress that during the previous four years, the expenditure had exceeded
the revenue by $31,310,014. (Ibid., p. 362.) :

3 Dewey, pp. 255-56. ¢ Actsof 3oth Congress, Session 1, ¢ Stat. L., p. 217

8 Tenth Census, vol. vii, p. 367.

¢ Financial Review (1915), p. 9o; and Hirst, p. 111.

? Acts of 37th Congress, Session 1, chaps. 5 and 46, 12 Stat. L., pp. 259, 313.

8 Tenth Census, vol. vii, pp. 375-84. Dewey, pp. 276-81, 306.
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Soon after the close of the Civil War, the revenues began to show a
surplus over expenditures. This surplus was applied from time to
time to the redemption of short-term obligations.! Such portion of
these obligations as could not be redeemed for lack of funds was
converted into five-twenty bonds as authorized by the Acts of
March 3, 1865, and April 12, 1866.® In a little over two years, the
floating debt was reduced to $408,000,000 and the inconvertible
issues reduced by over $20,000,000, while new funded debt to the
amount of $686,000,000 in 6%, bonds had been issued. These
transactions were completed by May 1, 1869. The Government
then began using the surplus revenues in the purchase of its un-
matured bonds at the market price in currency. It paid, in terms
of gold, $307,702,207.64 for bonds so purchased. The average
price in gold was $95.19.° R. Dudley Baxter has estimated the
burden of the American national debt and the American state
debts on the basis of annual debt charge to estimated annual in-
come for 186870 at 2.79,.%

Under Acts of July 14, 18707 and January 20, 1871,% there were
~ authorized to be sold, at not less than par in coin, $500,000,000
5% ten-year bonds, $300,000,000 4}% fifteen-year borgls, and
$1,000,000,000 4%, thirty-year bonds, the proceeds to be applied
to the redemption of the war debt. The refunding operations under
these acts began in 1871 and continued until the summer of 1879.
A total of $1,395,345,950 bonds were refunded under these acts;
and the annual saving in interest to the Government was $19,900,-
846.50. On January 1, 1879, specie payments were resumed. As
the remaining Civil War debt matured, it was either continued at
a lower rate of interest or redeemed in gold. The continued bonds
also were redeemed from time to time as the surplus revenues per-
mitted until no bonds remained outstanding except those author-
ized by the refunding acts. These last-mentioned bonds from

1 U.S. Treasury Deparimens, Circular 52 (Washington, 1913), p. 8.

* Acts of 38th Congress, Session 2, chap. 77, 13 Stat. L., p. 468.

8 Acts of 39th Congress, Session 1, chap. 39, 14 Stat. L., p. 31. ~

¢ U.S. Treasury Depariment, Circular 52 (Washington, 1913), p. 8; and Bastable
(1895), pp. 606-07.

8 U.S. Treasury Department, Circular 52 (Washington, 1913), p. 8.

¢ Baxter, National Debis (1871), p. 92.

7 Acts of 41st Congress, Session 2, chap. 256, 16 Stat. L., p. 272.

8 Acts of 415t Congress, Session 3, chap. 23, 16 Stat. L., p. 399.
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Redemption of the serfs (1858-63). .. ... $408,000,000
Railways and telegraphs............... 816,000,000
CrimeanWar..........ccoeeveuevnnns 681,600,000
TurkishWar..........cceveeennnee.e. 638,400,000
SUNAIIES. ..o vvveer i ereeneraeenaeaans 1,084,800,000

Total.....covieiiiiiinnnnnnennns $3,628,800,000

The Russo-Japanese War (190o4—05) was responsible for a con-
siderable increase in the Russian debt. This debt has been huge
for many years; but the population and the resources of Russia
have also been huge — although the latter still are largely unde-
veloped. Baxter estimated the burden of the Russian debt, includ-
ing railway guarantees, for 1868—70, on the basis of debt charge
to estimated national income, as 2.5%.! Our figure for 1912, with-
out deducting debt incurred for railways, is 2.77%. So far as the
writer knows, Russia never has failed to fulfill her obligations to
foreign creditors.? As illustrating the fluctuations in Russian credit
for the past forty years, Russian 4%, railroad bonds (Nicolai)
sold in 1877 — at the outbreak of the Turko-Russian War — on
about a 6.49%, income basis; in 1891, they had recovered to about
a 4.06%, basis; and in 1896, 4% railroad bonds sold to yield only
about 3.76%. In 1907, after Russia’s defeat by Japan, Russian
4%, rentes sold to yield about 5.89%,.

The Italian Republics, as we mentioned in our introduction,
very early inaugurated the system of funded debts. Early in the
nineteenth century, the Kingdom of Naples was a large Tealy
borrower in proportion to her means and developed
a debt of about $120,000,000. The Kingdom of Sardinia before its
era of annexation was very economical, and in 1847 had a debt of
only about $24,000,000. The troubles of 1848 and the wars with
Austria and Russia increased the debt by 1858 to about $192,000,-
0oo. On the constitution of the Kingdom of Italy in 1861, the con-
solidated Italian debt,? including more than $120,000,000 for that
of Naples, amounted, according to Baxter, to about $403,200,000,*

1 Baxter (1871), p. 92. 3 Tenth Census, vol. vii, p. 273.

8 A decree of July, 1861, for altering all former bonds into new 5%, bonds for the
purpose of the unification of the state debts affected the creditors of the former states
in very unequal degrees, though generally very seriously. The market price of the
older bonds varied greatly, but all were higher than the exchange for the new paper.
(Tenth Census, vol. va, p. 274.)

¢ Baxter (1871), p. 58.
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no national debt, but had about $52,500,000 in the government
vaults at Berlin, which money afterwards was used in
the wars against Napoleon I.! In 1800, the capital of
the debt, according to Baxter, was only about $25,200,000. By
1820, however, on account of the Napoleonic wars, it had risen to
about $148,800,000. This debt weighed heavily upon a nation of
10,000,000 t0 11,000,000 people ruined by invasions and warfare.
Yet in 1842, nearly $48,000,000 had been paid off, and the debt
was reduced to about $100,800,000.2 This was done through the
sale of public property and through taxation. In 1848, the interest
charge was only about $3,120,000.2

After the Revolutions of 1848, a series of deficits took place
which increased the debt rapidly. Between 1850 and 1864 a num-
ber of loans were contracted for military preparations and for the
construction of great lines of railway. These loans brought the
debt in 1866 to about $201,600,000. The war with Austria brought
the debt in 1870 to about $272,160,000, to which should be added
the debts of the States annexed in 1866, amounting to about
$46,560,000 — making a total debt for Prussia and annexed States
in 1870 of about $318,720,000.¢ The total debt of the German
Empire and States in 1870 has been given by Baxter as follows: —

Prussia and annexed States. ...............iuiinnn.. $318,720,000
Remaining North German States..................... 137,760,000
South German States. .............covvivniennnnn.n. 236,160,000
German Confederate loans of 1867 and July and Decem-
e, I870. oi ittt e it e e 127,680,000
Total capital debt, German Empire and States,
1870,about ....... ..l $820,320,000

Of this total capital, about $327,912,000 represented expendi-
tures for railways and public works, so that the unremunerative
debt was only about $492,408,000. The total interest of the debt
in 1870 was about $35,232,000. To take care of this charge, the
German States had the net receipts of their railways and the pro-
duce of the public mines and iron works, which in Prussia, Saxony,
and other States balanced the interest of the debts.® The accom-

1 Tenth Census, vol. v, p. 277. 1 Baxter (1871), p. 38.

* Bastable (1895), p. 604. ¢ Baxter (1871), pp. 38-39.
$ Ibid., pp. 39-40-
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or less confused condition of her finances, the debt incurred during
the war with Russia has been a very heavy burden upon Japan.
With her expansion in Korea and China, however, provided she
keeps out of further wars for some time, Japan probably will be
able to take care of this debt without serious trouble. The present
great war, in which Japan has been a participant, has added only
moderately to her financial burdens.

We have dealt at greater or less length with the debt histories of
the nations which to-day are considered the great Powers. We
have traced also in a general way the origin and devel- ¢ o
opment of national debts in Europe and America. aational
We have referred also to the epidemic of borrowing t history
which broke out in the second half of the nineteenth century and
which did not subside until all the South European states, such as
Spain, Portugal, and Italy, and the Spanish and Portuguese states
of South America, had entered the money market. Some nations
borrowed for war, others for railways — but all borrowed. Be-
tween 1848 and 1873, the debts of the defaulting states of Spain
and her colonies tripled. They probably stopped even at this figure
only from the impossibility of further borrowing.! In discussing
this situation in 1874, Dudley Baxter divided the nations of the
world in debt matters into the following four classes:

(1) Economical states, whose debts grow less in proportion to

their resources.

(2) Vigorous borrowing states, that borrow freely but not beyond

their resources.

(3) Over-borrowing and declining states, whose debts are heavy

and continually increase more rapidly than thelr resources.

(4) Defaulting or insolvent states. :

In the first class — that is, the economical states — Baxter at
that time placed the United Kingdom, Denmark, Holland, Bel-
gium, the German States, the British Colonies and Sweden;? in
the class of defaulting or insolvent states he listed Spain, Greece,
Ecuador, Mexico, Venezuela, San Domingo, and Honduras. Bax-
ter spoke of zones of credit around the center of good credit,

1 Journal of the Royal Statistical Society (1874), vol. xoxv, p. 8.

? He does not include the United States, which was then struggling to pay off its
great Civil War debt.
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France —
Advances from the Bank of France........cccoceeviveneennn... $1
French treasury bonds discounted by Bank of France in order to
make advances to foreign Governments............ccc0veennann 101,760,000
38% loan of July, X0T4. ..o vviiiernierranieracencessacnnencns 96,000,000
Bon de la Défense Nationale.........ccoeveeieieeieeiannennens 1,511,232,000
Obligation de la Défense Nationale.......c.c.covvuiiiineannns 430,272,000
Loan from England. ........ccociiieierieceiernccncocenncannes 240,000,000
Loan from AmeTiCR.. ....ccevereeererseonsenscontonscennanees 250,000,000
Total sum borrowed by France for the war.................. $3,973,264,000
Russia —
5% short-term treasury bonds placed with State Bank. .......... $1,204,363,000
5% long-term loans. ..........coiiiiiiiiiiiiiiiiiiii i 1,013,200,000
Short-term bonds placed in England. .......ccoceiivneennennss 253,300,000
Short-term bonds placed in France.......c.coceeeeevieiencennns 316,625,000
Treasury bills, €tc. . .....cvvvvuiierennninecesncienescncnenses 668,712,000
B $3,546,200,000
Tlaly —
December, 1914, 43% 1080, ... . .ociieiiiiiiiiiiiiiiierinieanas $192,000,000
July, 1015, 5% 1080, ... ottt ittt irii i ie e 192,000,000
Loan from Bank of Italy.........coivveeinncecnncconnnccnnss 233,593,200
Total wardebt.......ccooviieieneeeeenaneecnerassennnnns $617,539,200
Germany —
September 1914, ST War stock. .....ciiiiiiiiiieeiiiiiainnanns $824,112,000
September, 1914, 5% treasury bonds. .........coiiiiiiiiiiinn.n 236,000,000
February, 1915, §% War StOCK. ..o covvveerenrtnercnccarsnncnns 2,148,308,000
Septembet,_ 1915, 5% war 2,855,836,000
Treasury bills (approximate)..........coovuieeeeriesercasncnnes 1,015,744,000
Total war credit obtained............... Gesesssansseserens $7,080,000,000
Austria-Hungary —
November, 1914, 15t Austria.n sd% warloan........coo00eennnnn $459,098,400
"Valuta loan from Germany............cceveeeereccencnonnacans 72,000,000
November, 1914, Hunga.nan 6% War JoBN.......covvuiuiinanians 234,000,000
May, 1915, 2d Austria.l.a warloan.........cciiiiiiiiiiiianiann 555,998,400
June, 1915, 2d Hungarian warloan...........co0veieevecennnns 224,798,400
June, 1915, 2d loan from German bankers................c0.... 73,200,000
Total publicly issued debt...........coviviiiiiiininnnnn. $1,619,995,200
floating debt.......ccoviiiiiiiiiiiiiiiiieiieinannn. 1,022,400,000
Estimated total to September 30.........cciiiviiiiiiiaiennan.. $2,642,395,200

These figures show total war loans for the Allies of $14,063,-
483,200 and for Germany and Austria-Hungary of $9,722,395,200,
or a total of $23,785,878,400. The figures include advances by the
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On February 11, 1915, the United States Panama 3 per cents were
quoted at ror} and interest, bid or only § of 19, less than the
price in January, 1913.!

We have traced the rise and development of the so-called great
powers, whose government bonds are the leading national securi-
ties; we have considered the relation which the debts Summary of
of these nations bore to their resources before the fctgm ente
present great war; we have taken up briefly the debt Yauesed
history or record of good or bad faith of the nations ermment bonds
issuing these obligations; we have discussed in a general way the
financial, economic, and political status of these nations as bearing
on their credit; and we have tried to indicate as far as possible at
this time the effect of the great war on their condition. All discus-
sions of government bonds involve in a certain way every factor
relating to national existence. Fluctuations in prices of govern-
ment bonds represent in a broad way fluctuations in the resources,
debt, income, expenditure, progress, power, and prestige of the
nations issuing the bonds, as well as fluctuations in the general
economic and financial conditions prevailing throughout the
world. We must remember that government bonds, as we said at
the beginning of this chapter, usually are simply promises to pay
and promises not enforceable by any legal process. We must try
to make up our minds, from all the data available, how good in
each case the promise is.

3 Commercial and Financial Chronicle (New York), February 13, 1915, p. $40.
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incurred ocly a small amount of debt. From rS2c to :830. they
issued bomds amoeating to $26370.417. and from 1830 to 1838,
$x47.8:0.377. The Civil War brought a large increase in the debts
of rmany of cer States.? For the years frore t37c o 1913 indusive,
the tabie® on page 101 shows the total debes. oot debts. and net
debes gvr czgecs o all the States.

As may be seen irom the tabie. the total debx less sinking-
fzmd assens of 37 cer States in 197 3 %@l was haw than in 180,
T lowess point was reachad in 18p3. after wiich there wasa grad-
i Eamwese ot 1013 when an urosusl cedse ook punce. This
wis Soe prohahly to the exceptional demsal for sacTides of the
Gsas of state bonds and to the tendency of cerzaiz Stizas = moyeep
years to issue large amounts of bonds for roacs. czmiis 1o fopr

improvements. Owing to the rapid increase in popiilizioc T
per capita increase has not always followed closely t2e siscizoe
increase. The lowest net debt per capita for the period covered =¥
the table was reached in 19og and the highest in many years in
1913. On the whole, as stated above, the aggregate debt of cur

States may be spoken of as morlerate.
This comparative freedom of our States from debt has been the

result, in most cases, of long aml sometimes bitter experience. At
. gome (ime in thelr history, twenty of our States. in-
;:-«Ti!;’rlnnf'u:«‘;n clnding some of our best Northern States, have de.

debu due o g0yt the Intetest on their bonds or compromised
perience or vepidinted the principal.

W hen we remember that 1t s lm[‘mssible in the present condition
P e b (o0 lnn.r. i Stfxte to pay its bonds. the record
A B e ol the liTeeent States in the payment of their obliga-
giona hes et ol v lng importance.

Phere were thee petiids of default, compromise. or repudiation:
AR ICUNE VIR A when Pennsylvania, Maryland, Indiana, Iji-
N 10 webe, el Mlchigan, as well as Florida. Mississippi,
ittt Arkansn defaulted; (2) from 184860, when
IR Ninweantn, ‘Pexns, and California began certain ad-
ORI thla, nuel (3) from the beginning of the Civil
W Lawn b e early nineties, when Virginia, North Carolina,

N wene, vl v, pogay, $ Ibid., pp. s30, i
Ve ok ed Ntote Lndibedness, 1870-1913, p. 18. 537, 554



I0I1

South Carolina, Georgia, Florida, Alabama, Tenn > ,'Lo isi
Arkansas, and Missouri defaulted on or compromised theil-bonﬂs., :
In this period also arose the difficulties between Virginia and Wes¢

Virginia.

TOTAL AND NET DEBT AND NET DEBT PER CAPITA OF
ALL THE STATES, 1870-1913

Dcll;t ;e;s fmkmg-
u; ssels
Sinking- Fund
Year Total Debt Assels
Per
Amount Cam

1870, c it iirneineiaaans $352,866,698 ® $352,866,608 | $9.15
1880. . . ciieennnannnnnns 306,016,561 $31,270,789 274,745,772 5.48
1891...... Ceeeeieniiens 258,195,056 46,984,569 211,210,487 3.37
. +Y P 249,260,723 43,518,777 205,747,946 3.14
b £ X TN 240,175,835 38,124,440 202,051,395 3 .gg
b2 Y 233,146,225 37,429,077 106,194,208 3| 2.
3.7 225,488,146 31,271, 104,216,486 2.80
1896. . . ciiiiiiiiininann 226,702,714 28,123,008 198,578,806 2.81
b 3.3 N 237,043,590 28,358,779 208,684,811 2.90
1808. .. ittt 253,957,941 30,049,746 223,908,195 3.06
b 2. T 261,118,067 32,602,117 228,571,048% | 3.07
TQOO. ot veerrrnsnnnnnann 265,133,041 29,821,060 235,453,504 ¢| 3.10
b 273 S 262,247,074 33,856,273 228,478,007 % | 2.95
002, .. cveneananencnnen 274,148,756 34,850,467 239,360,271 ¢ 3.:3
1003..... cesaseriereans 266,926,910 34,791,189 232,135,721 2.
b 11~ S 272,493,578 36,846,091 235,647,487 2.86
1005...... ceeaerrenrnes i 278,135,397 39,264,804 238,870,593 2.8
1906, . v ivrininiainnnnn 281,411,192 42,952,929 238,458,263 2.79
Q0T e evnnennnensaanns 279,768,751 44,501,415 235,267,336 2.70
b 0= 290,029,635 50,055,300 239,374,329 2.70
b {7« YN 300,404,024 50,355,095 241,138,929 2.67
b 0°3 1. TSN 322,048,868 66,813,710 256,143,276 7| 2.78
1911..... Creereeecenons 347,041,081 71,177,988 275,910,083 ¢ | 2.95
b 023 ¢ TN 376,114,008 76,451,848 299,763,423 * | 3.1§
b+ & J «o..| 433,796,525 76,980,571 345,942,305 1 3.57

: ls{ot % ~— Rhbode Island.

¢ Sinking fund

¢ Sinking fund

s Sinking fund

7 Sinking fund

3 Sioking fand

4 Sinking fund
































































































STATE BONDS 133

TABLE A
opulation
P Per cens
Slate ?f increase

1900 1910 i1900-10

Alabama................... 1,828,697 2,138,003 16.9
Arizona..........cccec0enenn 122,931 204,354 66.2
Arkansas................... 1,311,564 1,574,449 20.0
California............o0vee 1,485,053 2,377,549 60.1
Colorado. ............ccunn. 530,700 799,024 48.0
Connecticut................ 908,420 1,114,756 22.7
Delaware................... 184,735 202,322 9.5
Florida..................... 538,542 752,619 43.4
Georgia.......coveiiinians 2,216,331 2,609,121 17.7
Idaho.......cccvvvnnennnn. 161,772 325,504 101.3
Ilinois. .........coevvvnnnnn 4,821,550 5,638,501 16.9
Indiana.................... 2,516,462 2,700,876 7.3
Towa.......oooviiiiiinnin 2,231,853 2,244,771 0.3
Kansas..................e00 1,470,495 1,600,049 15.0
2,147,174 2,289,905 6.6

1,656,388 19.9

742,371 6.9

1,205,346 9.0

3,360,416 20.0

2,810,173 16.1

2,075,708 18.5

1,797,114 15.8

3,106,665 3,393,335 6.0

243,329 376,053 54.5

1,066,300 1,102,214 11.8

42,33 81,875 93.4

411,5 430,572 4.6

1,883,669 2,537,167 34.7

195,310 327,301 67.6

7,268,804 9,113,614 25.4

1,893,810 2,200,287 16.§

319,146 577,056 80.8

4,157,545 4,767,121 14.7

790,301 1,657,155 109.7

413,536 672,765 62.7

6,302,115 7,665,111 21.6

428,556 542,610 26.6

1,340,316 1,515,400 13.1

401,570 583,888 45-4

2,020,616 2,184,789 8.1

3,048,710 3,896,542 27.8

276,749 373,351 34.9

343,641 355,956 3.6

1,854,184 2,061,612 11.2

518,103 1,141,090 120.4

958,800 1,221,119 27.4

2,060,042 2,333,860 12.8

92,53% 145,065 57.7
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These show changes during the year so small as to be unimpor-
tant.

State bonds, as remarked earlier in this chapter, as a rule are
nothing more than promises to pay. These promises ;
are not in the last resort enforceable by suit. The g%m
willingness, therefore, as well as the ability, of the bonds is per-
people of the State to honor their obligations is of ﬁmﬁ‘“‘

the first importance. in safety


































































COUNTY, MUNICIPAL, AND DISTRICT BONDS 161

July, 1914 July, 1015

Boston. M (And interest) | (And interest)

ton, Massachusetts, registered............. 100.00 99.32
Providence, Rhode Island. ................... 100. 69 99.32
New York, New York........coo0e0vevvninnnn 100.00 96.15
Cleveland, Ohio. . ........ccoovieeennnnnnnnn. 98.64 96.65
Minneapolis, Minnesota..................... 99.18 05.04
Memphis, Tennessee. .......c..ooveeenvennnn. 94.72 91.50*
Portland, Oregon.......ccovvvevuveearonnnes 97.31 95.35

¢ Lowest offering.

In closing this chapter, we would give as our opinion that county,
municipal, and district bonds are among the safest mediums of
investment in the world. As far as the record for past performance
goes, municipal bonds are entitled to greater con- on the whole,
sideration than any of our state bonds except the Dumjdpal
very best. To-day the laws governing the creation of ceedingly safe
debt by municipal or quasi-municipal corporations are conserva-
tive enough to make investment in the bonds of communities even

of moderate size exceedingly safe. o
P



CHAPTER V
STEAM-RATLROAD BONDS

Ramroap bonds may be defined as the obligations of railroad
Definition of  COMpanies operating their properties usually with

bonds  steam and doing a general freight and passenger
business.

Such bonds may be of various kinds: that is, first mortgage,
consolidated mortgage, general mortgage, collateral trust, deben-
Varions kinds  TUre or income bonds. A first-mortgage bond, as its
of railroad name implies, is secured by a first mortgage on all or

a part of the property of the railroad company. A
consolidated-mortgage bond usually is secured by a first mortgage
on a portion of the road and by a junior mortgage on the rest. A
general-mortgage bond usually is secured by a junior mortgage on
all or most of the road. A collateral-trust bond is secured, as a rule,
by deposit with the trustee of stocks or other bonds or both.! A
debenture bond may be described as a long-term note without
security other than the general credit of the company.? An income
bond is a bond the interest on which is payable when earned. Any
one of the above kinds of bonds may be convertible, although the
usual form is the convertible debenture, that is, a long-term note
of the company convertible into stock.

In addition to the above kinds of securities, all which may be
Equipment called strictly railroad bonds, there are equipment
gud terminal = bonds? issued for say go per cent of the cost of new
term notes equipment and payable in annual or semiannual in-

1 Sometimes an entire issue of first-mortgage bonds is deposited, as in the case of
Pire Marquette Railroad (Lake Erie & Detroit River Railway) 43% bonds, due Au-
gust 1, 1932. The effect of this is to make the collateral-trust bonds substantially a
first mortgage on the property covered by the collateral.

* In Massachusetts there have been issued by various railroad companies, such as
the Boston & Albany Railroad, the Old Colony Railroad, and the Boston & Maine
Railroad, so-called “plain” bonds. These bonds are debentures with a provision
that no mortgage can be placed on the property without including the debentures.
See Acts 1913, chap. 784, sec. 15, and Acts 1854, chap. 286, sec. 3.

3 The title to the equipment rests usually with the 'equipment bondholder until
the last installment is paid off.
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STEAM-RAILROAD BONDS 193

in January, 1goxr, November, 1907, and January, 1912, of new
securities received in exchange for some of the leading classes of
old securities, according to the four reorganization plans we have

MARKET VALUE OF NEW SECURITIES (LESS ASSESSMENTS)
* RECEIVED IN REORGANIZATION IN EXCHANGE FOR
EACH $1000 LEADING OLD SECURITIES!

" January |November | January
Old securities 4, 1901 | 1,1907 | 5, 1913

Alckison, Topeka & Santa F& Railfoad.

General mortgage 4% bonds............... . $968.25 | $1108.88
Second mortgage, class A bonds cee 8.86 | 009.20 | 1108.36
Second mortgage, class B bonds. . e . 951.20 | 1159.18
Income bonds of 1889............ X 909.20 | 1108.36
Capital stock. .........ovveiniieennannnnn K 720.25 | 1059.13
Union Pacific Railway.
First mortgage 6% bonds.................. 1467.17 | 1321.67 | 1467.50
Sinking-fund 8%, bonds.. .| 1614.44 | 1491.25 | 1675.63
Middle Division 6%, bonds......... ... 1467.17 | 1321.67 | 1467.50
Denver Extension first mortgnage 6% bonds...| 1467.17 | 1321.67 | 1467.50
Kansas Pacific consolidated first mortgage 6%
bonds...........oiiiiiiiiiii . 1432.71 | 1340.84 | 1515.7%
Capital stock. . .........ccovvvvnnvnnen.. 755.88 | 1053.75 | 1688.00
Northern Pacific Railroad.
General first mortgage 6% bonds. .......... 1413.68 | 1271.2§ | 1348.31
General second mortgage 6%, bonds. ...| 1667.77 | 1615.88 | 1683.52
General third mortgage 6% bonds.......... 1266.45 | 1203.95 | 1323.58
Consolidated mortgage 5% bonds.......... 1004.75 | 1070.55 | 1087.18
Collateral trust 6% notes................ 1217.92 | 1141.67 | 1198.7%
Preferred stock.. . ......o00veerneennnnnn 73000 | 932.50 | 989.38
Common Stock . . ... vviiiiiiiniiniean.n 656.25 | o915.00 | 1028.7%
Baltimore & Ohio Railroad.
Baltimore & Ohno consolidated mortgage of
18875% bonds...................... 1199.39 | 1001.27 | 1162.84
Baltimore & Olno sterling loan of 1872 6%,
21T £ 2 1127.71 | 1026.90 | 1090.33
Baltimore & Ohio sterling loan of 1874 6%
bonds...............ciiiiiiiinn.. 1229.11 | 1116.90 | 1197.13
Baltimore & Ohio loan of 1885 5%bonds....| 1164.33 | 1058.85 | 1130.25
Philadelphia Division 434% bonds.......... 1224.85 | 1082.92 | 1215. 85
Baltimore & Ohio Terminal bonds of 1894 4}% 1000.92 | 884.17
Baltimore & Ohio Stock — first preferred 1236.75 977.50 | 1225. 38
second preferred 1195.25 | 1157.50 | 1534.2§
common. ......- 786.50 755.00 | 1015.50

l‘l'he for market value are taken from the Commercial and Financial Chronicle, vol. 72, pp. 34,
35, 36, 38, 39; vol. 85, pp. 1126, 1128, 1230, 1131; vol. 94, PP. S8, $7, 59, 60.
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well-known public-service corporation bonds in April to July,
1914:1 .
Laclede Gas Light (St. Louis) first-mortgage 5% 1919..4.66%

New York Telephone 44% 1939......cevvueerenenn.. 4.68%
Detroit Edison first-mortgage 5% 1933 .. ..cccvcn... 4.71%
Cleveland Railway §%5 103X ... ..o cevverennnnnnenn. 4.83%
Commonwealth Edison (Chicago) 5% 1943........... 4.86%
Seattle Electric §%5, 1930 - ... .o ovviiiiniiiiinann.. 4.87%
Union Electric Light and Power (St. Louis) 5% 1932...4.88%
Southern Power 5§95 1930. . . .. v.cvierenconncnaenns. 4.95%
Boston Elevated Railway 5%, 1942. . ......cccvnn... 5.00%
American Telephone & Telegraph 4%, 1929........... 5.00%

Interborough Rapid Transit (New York) 5%, 1966. . . .5.08%,

These are fairly representative of the best grade of public-
service corporation bonds.

A brief sketch of the origin and development of the business
now done by public-service corporations may be of interest. The
earliest developments in this field were in gas-lighting. origin and
In 1792, one William Murdock lighted with gas his dcygiopment of
house and office in Cornwall, England. In 1813, gas business—gas
was used to light Westminster Bridge; and in 1816, it became
common in London. The first city in the United States to install a
system of gas-lighting was Baltimore, in 1817. Since that time the
growth of the gas business has been uninterrupted.? We give on
page 200 a table showing quantity of gas made, capital, and num-
ber of employees for the gas business in the United States at periods
from 1859 to 1909 inclusive. These figures show a steady growth
of the gas business in the United Stat:i) ,

The first street railway in the Uni Stat&s(was built in New
York City on Fourth Avenue from Prince Street to Harlem in
1832. Between that date and 1873, horse railroads gyreet and
were introduced into all the large American cities. electric railways
After 1881, electrical construction and operation was used to a

1 Prices from dealers’ offerings April to July, 1914, and from the Boston, New York,
and Chicago Stock Exchanges as reported in the Commercial and Financial Chronicle,
July 4, 1914, Pp. 32-39.

* For above material see Encyclopedia Britannica (11th ed., Cambridge, England,
1910), vol. X1, p. 483; Chambers’s Encyclopedia (London, Edinburgh, and Philadel-
phia, 1893), vol. 5, p. 103; Encyclopadia Americana (New York, 1904-05), vol. 7,
“Gas Illumination, History of.”
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out of doors. In 1879, Edison invented the first successful incan-
descent lamp; and from that time the growth of the incandescent
electric-lighting industry has been rapid.! The accompanying table
shows total horse power, cost of construction and equipment, and
number of employees for central electric stations in 1902, 1907, and
1912, and the same data for hydro-electric stations and for central
electric stations and hydro-electric stations combined in 1912.),

ELECTRIC LIGHT AND POWER

Date Total horse power | €%t of q“;’;‘,"“““”‘; Number of employees

Central dectric sta-

tions
1902......... 1,845,048 $504,740,352 30,326
1007. e v uunn. 4,008,188 $1,096,913,622 47,632
1912......... 7,528,648t $2,175,678,266 1 79,335
Hydro-clectric sto-
tionst (Reporting

waler - power of
1000 horse power
or more)

b {+) & T 3,179,244 $922,954,341 17,160

Total central eleclric
stations and hydro-
eleclric stations

1912, ........ 10,707,802 $3,008,632,607 96,495

; ?bl:_dmu of the Census, Bulletin 124, Cenéral Elaciric Light and Power Stations, eic., pp. 14 and 18.
., P. 31,

These tables show the importance and rapid growth of the
electric industry.

Professor Alexander Graham Bell, on|February 14, 1876, filed
in the Patent Office specifications and drawings of the original
Bell telephone. The first important test of the new
invention was in a conversation carried on, October
9, 1876, by Professor Bell and Thomas A. Watson over a tele-
graph line between Boston, Massachusetts, and Cambridge,
Massachusetts.? The table on page 202 shows number of stations

1 Chambers’s Encyclopedia, vol. 4, pp. 281-82; Encyclopedia Americana, vol. 6,
¢ Electric Lighting.”

* Chambers’s Encyclopedia, vol. 10, p. 110; Herbert N. Casson, The History of the
Telephone (Chicago, 1910), p. 49 and plate.

Telephones
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Bell telephone concerns. The character of the population, the ex-
tent and diversity of their interests, and their attitude toward
public-service corporations, also are important.

Another leading consideration governing the safety of public-
service corporation bonds, and perhaps the most important con-
sideration of all, as in the case of steam railroads, is Ratio of debt
the relation of debt to property or assets. In Massa- to assetsis
chusetts, the ratio of debt to property on gas and '"P°™*™
electric light companies is not over fifty per cent,! that is, for every
issue of bonds there must be paid in at least an equal amount of
capital stock including premiums.? Street railways in Massachu-
setts have the right to issue bonds to an amount twenty per cent in
excess of the amount of paid-in capital stock.? Outside of Massa-
chusetts, it is more common to find public-service corporations
.-having a debt from seventy-five to ninety per cent of the property
or asset value.

Many considerations may modify the safety or lack of safety of
a debt representing a large proportion of the property value; for
instance, control of the business in a valuable terri- . .~
tory on the basis of giving good service at low rates, fying impor-

. . . . . . tance of ratio
large net earning capacity, diversification of business, between debt
strong franchise situation, or particularly efficient 3 PrPet
management. )

As stated above, almost all public-service corporations, using
the term as we have defined it in this chapter, are monopolistic in
their character. There is, as a rule, only one street
railway, one gas company, or one electric light and ;‘f;‘:{.;‘;k&
power company in a given city or community. In PSR .
earlier days, when such enterprises were in their in- 3‘;’;052113 in
fancy and when the relation of street railways, gas
companies, and electric light and power companies to the public
had hardly been thought out, even in its broadest lines, there
were often 'two or more corporations attempting to perform the
same or similar service in one community. This state of affairs
was paid for, as it always is, either by the community in poorer

! In some cases, as in that of the Edison Electric Illuminating Company of Boston,
the debt compared with the property value is so small as to be unimportant.
3 Acts 1914, chap. 743, secs. 38-40. 3 Ibid., chap. 671.
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conduits, or charge a rate incompatible with a fair return to secur-
ity-holders.

Many franchises, and until recently most franchises, have been
granted for a definite term of years, running usually from twenty
to fifty years. Some franchises have been considered pength of
by the corporations and some held even by the courts fraochises

as perpetual.!
Street-railway franchises and possibly gas and electric light

franchises in Massachusetts ? are revocable licenses, Revocable
licenses or

or simply rights to operate during good behavior. i Geraminate
In Wisconsin,? all franchises, and in Indiana,* many Ppermits
franchises are what may be called indeterminate permits.

In most States, a corporation must obtain the consent of the
local authorities to the location of tracks, conduits, Consent of local

poles and wires, and other portions of its plant which futhorities to

may interfere with the public use of the streets. property

In the slow improvement of the franchise situation which has
been going on for many years, irregularities and mismanagement
of those in control of public-service COTPOTations, JUSt p.: . yuieq of
as in the case of steam railroads, combined with a lack arrivingat a

of clear or of any ideas on the part of the public as to fanche 1

the principles involved, have led to many difficulties %>
in bringing about even a reasonable working solution of this impor-
tant problem.

In the opinion of the most enlightened public-service corporation

1 See Louisville 9. Cumberland Valley Telephone Co., 224 U.S. 649 (holding the
franchise of the Ohio Valley Telephone Company in the city of Louisville to be per-
petual); per Lamar, J., at 664. “The earlier cases are reviewed in Detroit St. R.R. .
Detroit, 64 Fed. Rep. 628, 634, which was cited with approval in Detroit 9. Detroit St.
R.R., 184 U S. 368, 395, this court there saying that ‘ Where the grant to a corporation
of a franchise to construct and operate its road is not, by its terms, limited and
revocable, the grant is in fee.””

* As to revocation of street-railway locations, see Acts 1906, chap. 463, part 3, sec.
66; Acts 1909, chap. 417, sec. 6; Medford & Charlestown St. R.R. Co. 9. Somerville &
Middlesex R.R. Co., 111 Mass. 232. As to gas and electric light locations, see Boston
Electric Light Co. v. Boston Terminal Co., 184 Mass. 566; Natick Gas Light Co. 9.
Natick, 175 Mass. 246-52.

¥ Laws 1907, chap. 499, as amended; see Wis. Stats. 1911, chap. 87, sec. 1797M-74;
Lews 1913, chap. 610.

¢ The Indiana law leaves the acceptance of an indeterminate permit optional with
the utility and fixes a limited period within which to make the change. (Laws of
Indiana, 1913, chap. 76, sec. 101.)
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at a referendum election, February 17, 1gro. This franchise,
granted after a valuation of the company’s property made by a
court, provided for municipal purchase under certain conditions
and for a fare which would take care of operating expenses and
maintenance, interest on the debt, and 6%, on the valuation as
represented by the capital stock.

(4) Agreement ! between the City of New York and the Interborough
Rapid Transit Company for building the new subways. This
agreement provided that the new subways should be owned by
the City of New York, and operated by the company, that part of
the cost of construction should be paid by the city and part by
the Interborough Rapid Transit Company; and that the company
should have a first claim on the earnings to an amount sufficient to
insure a satisfactory return on its investment.

All these franchise arrangements show an adaptation of sound
general principles to peculiar local conditions.?

The franchises granted in Chicago and in Cleveland were the
result of independent negotiations between the cities and the com-
panies. They were made effective before even the 1nemorough
existence of any public-service commissions having fé‘rﬂ‘}n’i‘n’:ﬂﬁt

jurisdiction. The Interborough Rapid Transit agree- made cffective
ment, on the other hand, while the result of nego- Public-Service

tiations between the City of New York and the Commission
company, was made effective only through the approval of the
Public-Service Commission, First District, State of New York.
These facts suggest how recent is the idea of control of local public-
" service corporations by state commissions.

To-day, however, not only the franchise question in its narrow-
est sense, but the whole question of the relation of public-service
corporations to the communities which they serve centers around
regulation by state commissions. This is of the greatest impor-

1 City of New York, by the Public-Service Commission, First District, with Inter-
borough Rapid Transit Company, Contract no. 3, dated March 19, 1913; the City of
New York, by the Public-Service Commission, First District, with Interborough
Rapid Transit Company, lessee and grantee, supplementary agreement dated March
19, 1913; Public-Service Commission, First District, to Interborough Rapid Transit
Company, certificate dated March 19, 1913; Public-Service Commission, First Dis-
trict, with Manhattan Railway Company, certificate dated March 19, 1913.

* For an interesting, but not, as it seems to us, entirely sound, franchise settlement,
see new franchise ordinance of the Kansas City Railway & Light Company. This pro-
vides among other things that the city shall have five representatives on the Board of
Directors. (Commercial and Financial Chronicle, vol. 99, p. 196.)
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250 AMERICAN AND FOREIGN INVESTMENT BONDS

for the needs of the corporation. Modern practice favors an author-
ized issue large enough to take care of all the legitimate future needs
of the company, but limits the actual issue of bonds in such a way
as to keep the debt reasonable compared with the value of the prop-
erty and otherwise make secure the loan. This enables the corpora-
tion to finance on a satisfactory basis reasonable extensions of its
plant and service, and at the same time it protects investors.! In
general, it may be said that the financial plan of a public-service
corporation should be at one and the same time broad, flexible,
and firm.

One thing more remains to be said. The prices of public-service
corporation bonds during the past ten or fifteen years, like the
Prices of public. PTices of all other bonds, have shown a considerable
service corpo-  decline. This decline has been much less in the
ration bonds . . .

case of public-service corporation bonds, however,
than it has been in the cases of state, municipal, and railroad
bonds. Even since the war, some of the very strongest public-
service corporation bond issues, like New York Telephone 4% per
cents, Cleveland Railway s per cents, and Detroit Edison § per
cents, are selling near the highest prices at which they have ever
sold.? This is a recognition on the part of investors of the vari-
ous features of strength and stability which we have tried to point
out in this chapter. ‘

. As a final word, we would say that the issue of
Eﬁ?lngt:;;:f public-service corporation bonds based on a property
bondholders  and business which the bondholders would be glad to
ggmd:“ take, if necessary, for the bonds is the issue which

investors should be willing to buy.

1 For further elaboration of this idea, see Stone & Webster, Public Service Journal,
August, 1914, pp. 99-106.

? Some of the less well-secured bonds, on the other hand, and bonds on some of the
smaller properties have shown since the beginning of the war a considerable decline.
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“and sometimes to regulate production, and was illustrated in the
cases of the United States Leather Company, the Glucose Sugar
Refining Company, the National Cordage Company, and the
United States Shipbuilding Company.!

(2) The pool.

Under this plan several concerns engaged in a similar business
agreed to divide the territory among themselves, to regulate the
selling price of their commodity, and generally to establish a com-
munity of interest. This form of combination was illustrated in
the cases of the glucose, cordage, and steel business.? It was finally
held to be illegal,® and became as far as known practically non-
existent.

(3) The strict or true trust.

Here the several properties intended to be combined were trans-
ferred to individuals as trustees, who issued certificates of bene-
ficial interest. The trustees managed the business of the several
combined properties and paid dividends on the certificates issued.
Examples of this form of organization were the old Standard Oil
Trust, the Sugar Trust, the Whiskey Trust, and the National Cor-
dage Association.* This form of organization also was held to be
illegal,® and practically passed out of existence.®

(4) The large corporation — often in the form of a holding company.
The prohibition of pooling and the illegality of true trusts had
the effect of driving practically all “big business” into the cor-
porate form.?

This is the origin of what has loosely but commonly been called
the “trust question.”8

There are certain obvious and legitimate advantages of combi-
Economic nation, or perhaps we may say of great size. Among
advantages of  these may be mentioned: —
of great size (1) Ability to handle large orders.

(2) Ability to buy in large quantities and therefore more cheaply.

1 Corporate Promotions and Reorganisations, p. s19. % Ibid., pp. 76, 114, 520.

3 United States v. Addyston Pipe & Steel Co., 175 U.S. 211.

¢ Corporate Promotions and Reorganisations, pp. 116-17.

§ People 9. The North River Sugar Refining Co., 121 N.Y. §82; State v. Standard
0il Co., 49 Ohio St. 137.

¢ Report of Industrial Commission, vol. XIx, p. 607.

7 Ibid., vol. xam, p. 6. It is interesting to note that the cordage industry passed
through all four forms of organization. (See Dewing, Corporate Promotions and Reor-
ganizations, p. 518.)

8 For above account see Robert L. Raymond in Harvard Low Review, vol. Xv1. pp.
80-81; Francis Lynde Stetson in Atlantic Monthly, vol. cx, pp. 31-32; and Dewing,
Corporate Promotions and Reorganisations, pp. 518-21.
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of machinery or goods used in the manufacturing process; manipu-
lation, blacklists, boycotts, whitelists; espionage and use of detec-
tives, coercion, threats, and intimidation.! Such methods as the
above, Congress evidently intended to prevent in declaring unfair
methods of competition unlawful. In general, it intended appar-
ently to prevent those methods regarded in good business usage as
unfair and particularly those methods likely to lead to monopoly
~—or, to make a still broader generalization, to prevent those
methods of competition harmful to the public.? The meaning of
the phrase, however, will have to be interpreted in specific cases by
the Commission and the courts.?
The new Federal Trade Commission has been compared by ex-
President Taft and others with the Interstate Commerce Commis-
sion. There are many points of resemblance. As the
Comparison of  Interstate Commerce Law declares undue discrimina-
Commission _ tion and unreasonable rates unlawful, so the Trade
Qommeree ~ Commission Law declares unfair methods of competi-
tion unlawful. As the former creates a commission to
determine what rates are unduly discriminating and unreasonable,
so the latter creates one to determine what are unfair methods of
competition. Equally inquisitorial powers are conferred on the two
commissions, and similar processes and hearings are provided in
case of alleged violation of the law on the complaint of any one or
on the Commission’s own initiative. The Interstate Commerce
Commission, however, has a wider discretion, free from review
by the courts, than has the Trade Commission. The Commerce
Commission not only finds the facts, but exercises in detail the
legislative function of Congress in regulating rates. All that the
courts do in review of action by the Commerce Commission is to
see that it is within the scope and limitations of the general delega-
1 Annalist (New York), October 26, 1914, p. 340.
2 President Taft considers unfair methods of competition to include only those
methods and practices the effect and intent of which will bring them within the scope

and condemnation of the first and second sections of the Sherman Act. (Public Service
Regulation, November 1, 1914, p. 612.)

3 According to the terms of the law, unfair methods of competition are forbidden
to all persons, partnerships, and corporations, except banks and common carriers,
engaged in interstate or foreign commerce (see Section 5). For a discussion of the
treatment of unfair methods of competition in England, France, Germany, and other
countries see H. D. Nims in the Ouflook, February 7, 1914, p. 310.
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BUSINESS FAILURES

Concern

Causes of faslure

United States Leather Company

National Starch Manufacturing
Company

National Starch Company

Glucose Sugar Refining Company

Corn Products Company

National Cordage Company
United States Cordage Company

Standard Rope & Twine
Company

Standard Cordage Company

Westinghouse Electric & Manu-
facturing Company (two
reorganizations)

National Salt Company

Tanning industry not suited to large-scale produc-
tion. Small plant investment, but me worﬁs
capital required. Raw material
finished product sold under conditions of keen
competition. General business depression
1893-98. Issue of 8% cumulative preferred
mlands. largely to acquire unproductive timber

Poor condition of some of the plants. Heavy fixed
and contingent charges. mpetition. Busi-
ness depression following the panic of 1893.
Mismanagement. -

Increase in fixed charges. Attempt at monopoly
control. Mismanagement.

Poor condition of plants and inadequate provision
for renewals. Ov: italization. Competition.
Mistaken trade policy and unwise dividend
policy. Expensive litigation.

Capitalization of monopoly ocontrol. Adverse
trade conditions including vigorous competi-

tion. Neglect of depreciation and obsolescence.

Unwise payment of dividends. Inefficient

management.

italization of monopoly control. Payment of
C‘l‘a’.rge dividends. Net;?:ct of business by officers
for speculation in company’s securities.

Inadequacy of reorganization of National Cordage
Company. Inability to control competition.
“Banker” management.

Keen competition. Lack of single-mindedness on
the part of officers.

Hurﬂy;. burden of debt. Inefficiently equipped

Lack of conservatism of Mr. Westinghouse,
Rapid expansion involving heavy plant invest-
ment. Lack of profit in foreign subsidiaries.
Lack of working capital. Unconservative divi-
gg:d policy. Accumulation of large floating

ts.

Attempt at monopoly control. Extravagant con-
tracts. Inability to maintain monopoly prices
— due to overproduction and the increase of
competition.
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BUSINESS FAILURES (continued)

Concern

Causes of failure

United States Realty & Con-
struction Company

American Bicycle Company

Pope Manufacturing Company
(x907)

American Malting Company

New England Cotton Yarn
Company (1903)

Union Mills Company

Mount Vernon-Woodberry Cot-
ton Duck Company

United States Cotton Duck
Corporation

Consolidated Cotton Duck
Company

International Cotton Mills
Corporation

Asphalt Company of America
National Aspﬂz.lnt Company

United States Shipbuilding
Company

Overestimate of earning power and overcapitali-
zation. Speculation in land and securities.
Difficulties arising from relations with labor.
Unsound methods of accounting. Financial
depression of 1903.

Passing of the bicycle craze and general ocollapse
of the industry.

Attempt to manufacture automobiles and conse-
quent necessity for new equipment. Lack of
working capital.

Inability to control competition. Failure to real-
ize economies of large-scale production. Lack

of lo; on the of officers.. Payment of
uneai:]e? divia:lm:ug’.n ym

Incapable management. Unwise trade icy.
Increased costs of raw material and m
Unconservative dividend policy.

Difficulty of managing so large an enterprise.
Burdensome lease of the New England Cotton
Yarn Company.

Industry not suited to consolidation. Unwise
issue and retention of mortgage bonds. Inabil-
ity to obtain management able to cope with the
situation. Competition. Inadequate
to depreciation. Attention to market for com-
pany’s securities to the neglect of the business.
Complicated financial structure.

Capitalization of monopoly control. Heavy fixed

. Development of new process for mak-

ing asphalt. Interference of Venezuelan Gov-

ernment. Severe competition. Lack of loyalty
of higher officers.

Shipbuilding at time of promotion unusually un-
g;oﬁtab]e. Promotion under conditions of in-
tion and misrepresentation. Placing of
bonded debt on the properties. Financial de-
ression of 1903. Lack of working capital.
PJnava.ilability of the earnings of the Bethlehem

Steel Company, the only prosperous subsidiary.
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292 AMERICAN AND FOREIGN INVESTMENT BONDS

the American Bicycle Company — second preferred stock; in two
cases — Mt. Vernon-Woodberry Cotton Duck Corporation and
the Asphalt Company of America — preferred stock to the extent
of fifty per cent of the old bonds; and in one case — the National
Asphalt Company — common stock to the extent of forty per cent
-of the old bonds.

All industrial reorganizations considered have sought to relieve
the accumulated and unmanageable floating debt brought about
S by the deflection of money from the needs of the busi-

industrial ~~ ness to the payment of interest and dividends. All
Feorganization®  reorganizations have sought also to improve, when
necessary, trade conditions. As a whole, they have sought “to
achieve the financial rehabilitation of the corporation along lines
leading to permanent success.” !

All the considerations discussed so far in this chapter are of a
kmy o  Toore or less genera.l nature. In trying to determine
consider each the safety of any given industrial bond issue, it is
issue on its necessary to confine one’s attention to the individual
ownmeits  property and business and the conditions surround-
ing it.

Examples of strong industrial bond issues are: American
Agricultural Chemical 59, October 1, 1928; General Electric 5%,
Examples of September 1, 1952; Swift & Company 5% July 1,
strong indus-  1944; Western Electric 59, December 31, 1922. The
thalbonds  American Agricultural Chemical Company controls
a large amount of phosphate rock — a material necessary for the
manufacture of commercial fertilizers; owns and operates over
fifty plants in various parts of the United States; has a large
amount of net quick assets; and has shown its ability to make good
net earnings over a long series of years and even in times of general
business depression. The General Electric Company controls valu-
able patents; has an unusually large amount of net quick assets
compared with its debt; and has shown its ability to earn even
under adverse circumstances many times the interest charges on
its bonds. Swift & Company have a plant investment over twice
the amount of the mortgage bonds, and must have at all times net
quick assets equal at least to the amount of the debt. The Western

1 Dewing, p. 614.
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Electric Company has total assets over four times the amount of
its debt, and must always have net quick assets at least double
the amount of these bonds outstanding. Many other examples
of st.rong industrial bond issues could be given.

We give below prices on July 3, 1914, or the near- prices of lead-
est date, of certain leading industrial bond issues b Fdese!

listed on the New York Stock Exchange.! in 1914

PRICES JULY 3, 1914 OF LEADING INDUSTRIAL BONDS —
PRICES “AND INTEREST.”

Issue Price
American Agricultural Chemical §%,1928.........cc00venun... 100}
American Hide & Leather 69 1919...ccv0tireeinaeneacennnnss 102}
American Ice Securities 6% 1925. . ...vcveeeeriniencererannens 89
American Thread 495 1919. ...« vvviriiiinenenirienenneanss 04}
American Tobacco 6% 1044 . . . .o cvvvnrntienrinneernnieennnns 1214
American Writing Paper §7, 1919. .. .cvveveeerrnnreneenneanns 65
Baldwin Locomotive Works §%,1940. ... ...ccvvviiiinennnn.. 103}
Bethlehem Steel §9 1926. . ... cvveviieenrinerrnnenncananns 99
Central Leather §75 1025. .. ... covvievieeereneneranreneanas 99}
Corn Products Refining §%, 1931, . ..vevverieiiennrneninnennss 94}
Distillers Securities 5% 1927......cocviiiniiinirenieeiiinn., 58%
E. I du Pont Powder 439 1936 ... ..ccvvererenernnrvanennsss 86
General Electric 3395 1042. ... cccvvenninerenenenrnrenecansns 79
General Motors 695 1015, ..veeeeeanenerenseccanroneanocnnns toog
International Paper 69, 1018........cciviueeeenrrnecriannnans 99
International Steam Pump §%5,1929. . . .vovvvurenriierininnnan 44
New York Air Brake 67 1028. ... ..covvierennrnnernerannenns 97
Republic Iron & Steel 5% 1934 ...« evvueererrnernneeneennnen 104%
Standard Milling 5§95 1930.. .. et verneinriernrieeirneenanass 88
The Texas (Oil) 6% 193T....ccvvniirrrinrereinienrrencensons 102
Union Bag & Paper §%5 1030.....cvvetrereentnsnceasesnnanns 8sé
U. S. Realty & Improvement 5% 1924. .....cvvvrevreencnannns 833
U.S.Rubber 69 1018, . ..ovuvieirieenencnensnenonsncanannns 102§
U.S.Steel 595 1963 ..cceeeerenerenseereneressasssanacaonnns 103
Western Electric §95 1022. . ....cvvtviierietenonnessnrrnneons 1013
Westinghouse Electric & Manufacturing §% 1931............... osi

This table indicates the wide variation in degree of safety of differ-
ent issues. We have here bonds selling all the way from 44 per cent
of their par value to 121} per cent. The “income basis” or net

1 Commercial and Financial Chromicle, vol. 99, p. 35.






CONCLUSION

TH1s book has been completed in the midst of a period of world-
wide upheaval. The relation of peoples to their governments, the
trade relations between the great nations of the world, and the rela-
tive positions of those nations in the leadership of civilization are
in process of change. One fact only, perhaps, is clear even now:
that the United States rapidly is attaining a position of power
which it never has held before. Not only is the broad basis for the
safety of American securities greater than ever before, but the
United States is approaching the position of furnishing the leading
market for the securities of other nations.

It is hoped that this book has thrown some hght on the leading
principles governing investment in bonds.

THE END
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Fort Worth, Texas.

State and City Section, Commercial and Financial Chromicle, May 30,
1914, p- 195.

Commercial and Financial Chromicle, vol. 66, p. 775; vol. 67, p. 1072;
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[Copy)
THE SUPREME COURT
OF KANSAS

TorEKA, Nov. 7, 1014.
GOODALE & Nasm,
Boston, Mass.
DEAR Sies: —

Answering yours of the 3rd inst. beg to advise that the case you refer
to was the case of Levison vs. Finney, No. 18934, and was never reported
for the reason that the case never came to a final hearing on the matter
of levying tax. At the time the application was made for the writ, this
court held that it had jurisdiction to require the levy to be made and
give the defendant time to answer raising any question it desired as to
the validity of the indebtedness; it also restrained the defendant from
making any levy for the current year, but did not preclude the levy of a
tax for the purpose indicated, subject to change on order of the court.

Yours truly,

D. A. VALENTINE,
Clerk Supreme Court.



RAILROAD LAWS
LAWS FORBIDDING COMBINATION AND CONSOLIDATION

Massachusetts: Acts, 1go7, chap. 58s.

Minnesota: General Laws, 1907, chap. 395.

Oklahoma: Constitution of Oklahoma, adopted 1907, art. Ix, secs. 8, 9.
Pennsylvania: Laws of Pennsylvania, 1907, nos. 254 and 281.

Utah: Laws of Utah, 1907, chap. 93, sec. 6.

LAWS ORDERING CHANGES IN CONSTRUCTION OF ROAD OR
ROLLING-STOCK

Illinois: Laws of Illinois, 1907, p. 476 (safety appliances).
Indiana: Acts, 1907, chap. 205 (block signals).

Acts, 1907, chap. 118 (safety appliances).
Kansas: Laws of Kansas, 19os, chap. 346; #bid., 1907, chap. 277.
Michigan: Public Acts, 1907, chap. 312, secs. 13, 34 and 35; #bid., chap.

234 (automatic couplers).
Minnesota: General Laws, 19os, chaps. 208, 280.
General Laws, 1907, chaps. 54, 202, 276, 333, 396.

Missouri: Laws of Missouri, 1905, pp. 100, 106, 107.

Laws of Missouri, 1907, pp. 181, 182 (safety appliances).
Montana: Laws of Montana, 1905, chap. 29; #id., 1907, chap. 59

(cattle-guards and fences).

Laws of Montana, 1907, chap. 54 (size of cabooses).

New York: Laws of New York, 1907, chap. 208, p. 403 (steam-cocks,
etc., on locomotives).
North Dakota: Laws of North Dakota, 1907, chaps. 209, 210, 211.
Ohio: Laws of Ohio, 1906, p. 342, act approved April 16, 1906, sec. 9;
ibid., pp. 46, 75
South Carolina: Acts, 1906, no. 2.
South Dakota: Session Laws, 1907, chap. 212.
Texas: Laws of Texas, 1905, chaps. 56 and 133.
Laws of Texas, 1907, chaps. 32 and 155.
Virginia: Acts of Assembly, 1906, chaps. 298 and 302.
Vermont: Laws of Vermont, 1906, no. 118, secs. 18 and 27; nos. 119 and
120.
Washington: Laws of Washington, 1gos, chap. 164, sec. 1o (spark-
arresters). ;/
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passenger rate of two and one half cents per mile and further providing
for mileage books at two cents per mile, good for purchaser and such
adult members of his family as he may designate. This latter provi-
sion was held invalid as being discriminatory. State v. Great Northern
Railway Company, 17 N.D. 370, 116 N.W. 89.

Laws (Washington), 1905, p. 238, sec. 2: arbitrarily fixing the weight of
standards for lumber cars at one thousand pounds, and requiring such
weight to be deducted from the net weight of the lumber on all car-
loads received for shipment, regardless of the actual weight of such
standards. State v. Great Northern Railway Company, 43 Wash. 658,
86 Pac. 1056.

Acts of Assembly (Virginia), 1906, chap. 256: fixing a maximum rate for
mileage books not applicable to passenger fares generally. Common-
wealth v. Atlantic Coast Line Railway Company, 106 Va. 61, 55 S.E.

572.

Session Laws (Nebraska), 1903, chap. 105, secs. 1 and 6: requiring rail-
road to build switches at request of owner of elevator and providing
no compensation. Missouri Pacific Railway Company ». Nebraska,
217 U.S. 196. _

Laws (linois), 1907, p. 746: fixing maximum passenger fares so low as
to involve confiscation. Trust Company of America v. Chicago Pacific
and St. Louis Railway Company, 199 Fed. Rep 503.

Acts (West Virginia), 1907, chap. 41: fixing maximum passenger fares so
low as to be confiscatory. Coal and Coke Railway Company v. Conley
et al, 67 W.Va. 129, 67 S.E. 613.

The above are merely typical examples and by no means a complete
list of such cases.






NET EARNINGS OF INDUSTRIAL COMPANIES (continued)
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